international 
Marketing Information 
Series 


~. 


Foreign Economic Trends 
and Their Implications 
for the United States 


REPUBLIC OF CHINA 


September 1977 
Frequency: Semiannual 
Supersedes: 77-038 


Prepared By 
American Embassy 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 


Domestic and International Business Administration 
Bureau of International Commerce 





REPUBLIC OF CHINA'S KEY ECONOMIC INDICATORS 


All values in US$ million 
and represent period averages 
unless otherwise indicated 


Exchange Rate: US$1.00 = NT38.00 1975 1076.. Sithen. Retinaee 
(prelim. )76/75 1977 


INCOME , PRODUCTION, EMPLOYMENT 


GNP at Current Prices 14,650 17,144 17.03 18,515 
GNP at Constant 1971 Prices 8,883 9,927 11.30 10,721 
Per Capita GNP, Current Prices 912 15050 15.1 i,ite 
Plant & Equipment Investment 4 437 5,129 15.6 5,721 
Personal Income 9,684 11 339 14.8 12,008 
Indices (Base = 100) 

Industrial Production (1971) 150.4 187.9 24.9 207.6 

Average Labor Productivity (1973)121.5 141.9 16.8 153.6 

Average Industrial Wage(1973) 159.6 166.3 4.2 237.1 
Labor Force (1000 persons) 5,656 5,748 1.63 5,966 
Average Unemployment Rate (%) 4.94 4.07 3.55 


MONEY & PRICES 


Money Supply 2,876 3,436 19.46 4,192 
Interest Rate, com'l bank, 

secured 13/13.25 11.75/12 -9.52 10.50/10.75 
Indices (1971 = 100) 

Wholesale Prices 171.26 176.00 2.77 184.80 

Urban Consumer Prices 172.90 i77.21k $2.48 187.84 


BALANCE OF PAYMENT & TRADE 


Gold & Foreign Exchange Reserves 1,830 2,890 57.95 3,910 


External Public Debt (incl. es 2,995 3,200 6.8 n-B, 
£2 pase oP Pagasnte CBos202/) S08 Sid 5-43 
Balance of Trade -643 567 280 
Exports, FOB 5,309 8,166 53.8 9,000 
US Share 1,823 3,039 66.7 3 429 
Imports, CIF 5,952 7,599 27.7 8,720 
US Share 1,652 1,798 8.8 25133 


Main Imports from U.S. (1976: commodity, quantity in 1,000 MT, and 
value): machinery equipment, various, 674; electrical equipment & 
appliance, various, 225; chemicals elements, compounds, materials, 

& products, various, 209; soybean, 780, 183; corn, 836, 113; cotton, 
90, 110; transportation, various, 101. 


1/ actual figure for first quarter. 
2/ Basic balance is defined as current account + net flow of long 
term capital. 





SUMMARY 


The destructive effects of two typhoons in late July, 
combined with a slowdown in investment, will make it diffi- 
cult for the ROC economy to meet the goals set for 1977 by 
the Economic Planning Council. An overall growth rate of 
8 percent is probable, with exports possibly reaching $9 
billion. 


Despite problems in the textile industry, industrial 
production and total trade continued to increase in the first 
half of 1977, led by increases in production and exports of 
electrical machinery. 


As the economy turns towards more capital-intensive, high- 
technology industry, prospects for trade with the United 
States continue to be good. U.S. agricultural products will 
continue to play a major role in the ROC's agricultural 
imports. END SUMMARY. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The Republic of China's GNP grew in real terms at an 
annual rate of 9 percent in the first six months of 1977. 
Growth was again led by the manufacturing sector (up 10.8 
percent), followed by public utilities (10.3 percent), 
construction (9.9 percent), and transportation/communications 
(9 percent). The value of output of the mining sector in- 
creased by 5.4 percent in real terms over the same period 

last year, and services rose by 4.6 percent. 


The industrial production index reached a level of 203.1 
(1971 = 100), an increase of 12.1 percent over the first six 
months of 1976. The textile industry, beset by rising costs, 
stiff competition (primarily from South Korea), and by slug- 
gish demand and restrictive quotas in its major export.mar- 
kets, grew by only 3.7 percent over the same period last 
year. The quotas have restrained export production of some 
of the most profitable textile products, although quotas 
remain substantially unfilled for other, less lucrative items. 
The government has urged mergers of small scale textile com- 
panies, but has had only limited success to date. The value 
of production in the electrical machinery equipment industry, 
another important part of the manufacturing sector, registered 
an increase of 17.5 percent, as export demand, particularly 
for spare parts and black and white TV's, continued to be 
strong. The petrochemical industry registered a 25.7 percent 
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growth over the first six months of last year, led by a 65.6 
percent increase in petrochemical feed stocks, reflecting 
increasing domestic need for the products of this growing 
import-substitution industry. Other manufacturing sectors 
showing significant growth rates in the first half of 1977 
were the basic metal industry (up 22.6 percent over the same 
period last year), rubber products (up 20.4 percent), paper 
and pulp (up 15.5 percent), and nonmetal minerals (up 13.6 
percent). Production of synthetic fibers grew by 4.5 percent, 
timber and timber products increased by 8.7 percent, and 
machinery by 3.7 percent. 


The value of agricultural production increased by 4.9 
percent over the first half of last year due mainly to pro- 
duction increases in livestock (up 14 percent) and fisheries 
(up 11.3 percent). Implementation of a 200-mile economic 
zone by countries in the South Pacific may severely handicap 
Taiwan's future deep-sea fishing operations. Although 
buffeted by both flood and drought conditions during spring 
and early summer, farm production showed an increase of 
2.66 percent over last year, due to bumper crops in areas not 
affected by the two natural disasters. Production of sugar- 
cane increased by 23.1 percent, while rice output diminished 
slightly (down 1.6 percent). As a result of the increasing 
difficulty of storing surplus rice, the government has put 
limits on the amount of rice production eligible for price 
supports. Production of sweet potatoes dropped 10.9 percent, 
and vegetables rose by 1.7 percent. 


Monetary and Credit Developments 


The decline in the rate of expansion of domestic credit, 
begun in 1975, continued through the first half of 1977. 
Outstanding credit (loans and discounts) at the end of June 
totalled US$10.6 billion, an increase of 17.4 percent over 
June 1976, while in the period from June 1975 to June 1976, 
credit expanded by 24 percent, and for the preceding two 
years, the rates of increase were 33 percent ((1974-1975) and 
39 percent (1973-1974). Bank lending policies, under strict 
government regulation, still exhibit rigidities, such as 
excessive concern for collateral, and unwillingness to vary 
interest rates on loans, regardless of the credit standing 
of the borrower or the size of the loan. In an effort to 
stimulate the organized money market, the Central Bank in 
August promulgated a requirement that all banks maintain a 
liquidity reserve of at least 5 percent of their deposits; 
credit instruments eligible for this second reserve include 
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commercial paper, bank acceptances, and trade bills. United 
States banks (with or without branches in Taiwan) and the 
United States Export-Import Bank continue to play a vital 
role in supplying foreign currency loans for capital imports. 
Exim Bank alone in the first 8 months of 1977 agreed to pro- 
vide US$200 million in loans and guaranties. 


The money supply reached NT$146.8 billion at the end 
of June, reflecting an increase of 25.6 percent over the 
same date last year, a rate of increase many economists 
consider compatible with an economy such as that of the ROC, 
where real output shows substantial increases. Foreign 
coeuange reserves mounted to US$3.66 billion, an increase 
of 73.4 percent, reflecting a large inflow of short-term 
capital, and a favorable balance of trade. 


Prices have remained stable during the first six months 
of the year. The consumer price index increased by 3.5 per- 
cent for the year period ending in June 1977 to a level of 
183.0 (1971 = 100)s;wholesale prices rose by 4.7 percent for 
the same period. 


Foreign Trade and Balance of Payments 


Total value of trade for January-June 1977 was US$8,219 million, 
an increase of 14.9 percent over the same period last year. 
Exports exceeded imports by US$133 million. In keeping with 
past seasonal trends, exports began the year slowly, but 
exceeded the US$800 million mark for both May and June; pre- 
liminary figures for July show a record US$901.6 million in 
exports. The textile industry, despite the problems dis- 
cussed above, continues to be the leading export sector, 
accounting for 26.4 percent of all exports, by value, for 
the first half of 1977, down from 31.9 percent for the same 
period last year. Total value of textile exports decreased 
by 5.2 percent to US$1,102 million. Offsetting the downturn 
in textile exports were substantial increases in four other 
export categories: electric machinery gained 34.3 percent 
over the same period in 1976 to a total of US$669 million, 
representing 16.0 percent of total export earnings (up from 
13.7 percent last year); plywood and furniture exports rose 
by 32 percent to US$297 million, machinery increased by 18 
percent to US$297 million, and transportation equipment 
expanded by 18.5 to us$12h million. Exports of sugar de- 
clined by 22.9 percent to US$75.5 million, reflecting a 
decrease in sugar prices; canned asparagus and pineapple also 
showed slight declines in export earnings, to US$25 million 
and US$5.7 million, respectively. 
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Total imports for the first six months of 1977 registered 
a gain of 15.1 percent over the same period in 1976, to 
US$4,043 billion. Partly as a result of overcapacity in 
industries such as textiles and man-made fibers, the share of 
imports represented by capital goods declined from 30 percent 
for January-June 1976 to 26.6 percent this year. For the 
first time, crude petroleum (from Kuwait, Saudi Arabia, and 
Indonesia, in order of magnitude) was the largest single 
import item, amounting to US$575.8 million, 14.3 percent of 
all imports, and 33.2 percent higher than the same period 
last year. Imports of electrical machinery parts rose by 
9 percent to US$402 million; transportation equipment in- 
creased by 26.6 percent to US$292.8, reflecting sharp 
increases in imports of aircraft and vessels. Imports of 
basic metals rose 31.5 percent to US$369 million, while 
machine tools declined 14.9 percent to US$488.2 million. 
Taiwan's imports of agricultural products from the United 
States were at a record level (see below). 


The United States thus continued to be Taiwan's leading 
trading partner, with two-way trade reaching a record 
US$2,580 million for the six-month period, ahead of second 
place Japan's US$1,764 million and placing it 11th among U.S. 
trading partners. The U.S. accounted for 38.1 percent of 
Taiwan's exports for the first six months of 1977, amounting 
to US$1,591 million compared with 36.8 percent and US$1,343 
million in 1976. Japan remained in second place with 12.7 
percent, amounting to US$529 million. Taiwan's principal 
exports to the U.S. market during the six-month period were 
textile products at US$380 million, down 3.3 percent from 
1976; electrical and electronic equipment and supplies, 
US$362 million, up 34.6 percent; plastic products US$173 
million, down 2 percent; plywood and products US$124 million, 
up 32 percent $ and machinery and metal manufacturers US$117 
million, up 34.5 percent. 


Imports from the United States rose 18.0 percent to a 
total of US$989 million, representing 24.5 percent of all 
imports, compared with 23.9 percent in 1976 and second to 
Japan's 30.6 percent. Principal U.S. exports to Taiwan 
included farming products (excluding cotton) at US$214 million, 
down 1.8 percent largely due to decreased purchase of wheat, 
despite a sharp rise in sales of s®ybeans and corn. U.S. 
export figures show, however, that the agricultural category 
as a whole, including cotton, hides and skins, etc., were 
at a record US$3,360 million, up 44 percent from the first 





six months of 1976. The discrepancy is apparently due to 
the lag between U.S. export and ROC customs figures. Other 
major imports categories were machinery and metal products 
US$209 million, down one percent; electrical and electronic 
equipment and supplies US$103 million, no change; textile 
materials (including cotton) US$91 million, up 62.5 percent; 
transportation equipment US$75 million, up 82 percent; and 
chemicals US$68 million, up 1.5 percent. 


The government continues to advocate diversification of 
markets, to avoid too much reliance on the economies of its 
major trading partners, and to avoid the backlash resulting 
from large quantities of exports going to individual coun- 
tries. Trade representatives from the ROC are promoting 
exports in Europe, the Middle East, and Latin America; trade 
exhibitions are scheduled for a number of less developed 
countries. 


Trend of Foreign Investment 


Foreign and overseas Chinese investment decreased by 
12.6 percent from the first half of last year to US$40 
million. In addition, domestic private investment has not 
kept pace with government expectations. Businessmen and 
government officials cite several reasons for the slowdown 
in investment, including world-wide economic conditions, 
and a profit squeeze in key export-oriented industries. In 
the period from 1973 through 1976, export costs increased 
40.9 percent while export prices rose by only 26.1 percent. 
Also, lack of a proper infrastructure makes it difficult for 
the government to attract investment in capital-intensive, 
high-technology industries deemed essential, if the ROC is 
to move from an economy based on low-wage, labor-intensive 
industries to a more sophisticated level of economic develop- 
ment. The government has announced plans for increased in- 
vestment in the economy by state-operated enterprises, to 
continue the stimulus to the economy formerly provided by 
invéstment in the 10 major projects, now substantially .com- 
pleted. In addition, the government has undertaken a variety 
of measures to encourage domestic and foreign investment. 
The Statute for the Encouragement of Investments was revised 
in July to increase the benefits provided to specially en- 
couragedenterprises and investments. In August, the Execu- 
tive Yuan promulgated a "ten point guideline for the improve- 
ment of the investment climate", which increased tax benefits 
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for eligible enterprises, increased the percentage of foreign- 
invested capital which may be repatriated annually from 15 

to 20 percent, and provided for the establishment of an 
export-import bank. 


Outlook for 1977 


Since Taiwan's economy is heavily dependent on foreign 
trade, projections of future trends must take into account 
the economies of the United States, Japan and EEC countries, 
its major trading partners. Given steady economic growth in 
these countries, the prospect in the Republic of China for 
the remainder of 1977 is for economic growth at an annual 
rate of around seven percent, in real terms; when combined 
with the actual growth rate of 9.0 percent for the first six 
months of 1977, this projected rate yields an annual growth 
rate of around 8 percent. The Economic Planning Council 
sticks to its original estimate of 8.5 percent growth for 
the year, including a 13 percent rise in the industrial 
production index, and foreign trade totalling US$18.5 million, 
with exports of 9.4 billion. 





The Embassy believes that it will be difficult for the 
economy to meet the goal of 8.5 percent growth. Two typhoons 
which struck Taiwan in late July caused widespread direct 
and indirect damage to the economy. The power supply for 
many factories was cut off, then restricted for about a 
month. Damage to both major ports continues to disrupt ship- 
ping to and from Taiwan, causing delays and additional 
expenses. Some crops suffered extensive damage. Although 
recent government measures aimed at stimulating the economy 
and increasing investment are positive steps, their full 
effect will not be felt for several months; many of them 
will require supplementary action by government agencies and 
private groups. It does not seem likely, then, that indus- 
trial production and exports will expand sufficiently to 
meet government targets; an overall growth rate of 8 percent 
or fractionally less appears more realistic with exports 
perhaps reaching US$9 billion. 


Implications for U.S. Trade 


With two-way trade between the United States and the 
Republic of China at record levels, the prospects for further 
growth, including sales of U.S. goods and services are 
excellent. The rise of industrial production should create 
increased demand for U.S. production machinery, components 





and raw materials to feed Taiwan's many export-oriented 
industries. While domestic investment has been lagging, 

it may be anticipated that with continued export demand the 
need for new capital expenditures will be felt, especially 
when coupled with the government's efforts outlined above 
for stimulating both local and foreign investment. As 
wages continue to rise, manufacturers will be forced to 
seek labor-saving machinery and processes to remain compe- 
titive. Combined with this trend is the government's long- 
range plan to encourage labor-saving, capital-intensive and 
high-technology industries. These developments should 
favor U.S. manufacturers who have a good reputation in high 
technology areas despite their often higher prices. The 
outlook for consumer goods, on the other hand, remains 
mediocre. Although the standard of living is steadily 
climbing and American products highly esteemed by the 
Chinese consumer, the high tariff levels largely restrict 
the Taiwanese market for American consumer products to the 
wealthy few. 


Circumstances offer special advantages to U.S. exporters 
in the coming period. In its concern over the large balance 
of trade surplus in its favor in trade with the U.S. over 
the past two years, and in its effort to lessen its depend- 
ence on Japan as its major supplier, the Government of the 
Republic of China has continued and expanded its encourage- 
ment of equipment purchases in the United States, in 
some cases limiting government procurement, and other imports, 
to North and South America and Western Europe. Despite 
this, competition, especially from the Japanese,will remain 
keen. Sales efforts should be carefully prepared and followed 
up. After sales service is important to continued business. 


Best Sales Prospects 


According to Embassy studies, the following product 
categories and products show the best potential in the 
Taiwan market in the future period: 


Process and quality control equipment: (A) Production 


process control instrumentation including control instrument- 
ation; control and regulator valves and switches; specialized 
controls--numerical, data loggers, motor, analog computing, 
programmers, etc.; (B) Laboratory, scientific and engineering 
instruments including materials test instruments, physical 
and chemical analysis instruments, optical (including laser) 
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instruments, geophysical and mineral prospecting instruments, 
miscellaneous instruments--nuclear, X-ray, meteorological, 
etc., laboratory equipment and fixtures; (C) Pumps, valves 
and compressors; (D) Plastics, rubber and chemical equipment. 


Metalworking equipment including machine tools; metal- 
working handtools; metal treating and finishing equipment ;°* and 
welding equipment. 


Materials handling equspmen (non-construction) including 
cranes (except excavating), hoists, winches; lift trucks; con- 


veyors and other materials handling equipment. 


Pdlution control equipment including filtration and puri- 
fication equipment. 


Equipment for the electronics industry: (A) electronics 
industry production and test equipment including production 


machinery, electronic instruments, parts for circuits, tubes, 
etc.;.(B) electronic components including integrated circuits, 
semiconductors ther than IC's), tubes, connectors, resistors, 
capacitors, other passive components, radio and TV components. 


Data processing and data communications equipment: (A) 
computers and peripheral equipment including computers 


(digital, analog and hybrid), paper tape and punch card equip- 
ment, input and output @eviees, memory and other storage 
devices, parts and attachments (including tape, discs, etc.); 
(B) business equipment including computer terminals; (C) 
communications equipment and systems including data communi- 
cations devices. 


Construction and building equipment and supplies: (A) 
construction equipment including tracklaying (crawler) 


tractors and tractor-shovel loaders; wheeled construction 
tractors and tractor-shovel loaders; excavators, ditchers, 
trenchers, and dredgers; scrapers, haulers, graders, rollers, 
compactors, etc.; concrete and asphalt mixers and pavers; 
miscellaneous construction equipment; attachments for tractors, 
loaders, cranes. (B) building supplies, fixtures, and equip- 
ment including air conditioning equipment; heating and venti- 
lating equipment; hand and power tools; prefabricated build- 
ings; building hardware and fixtures; building materials and 
supplies. 


Textile and apparel manufacturing equipment. 
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Food processing and packaging equipment: (A) food pro- 
cessing and packaging equipment including food processing 
machinery; beverage bottling and canning maehinery; food 
packaging machinery; and food and beverage containers. (B) 
refrigeration, chilling and condensing equipment including 
compressors (air conditioning and refrigeration type); con- 
densing units; refrigerators, freezers, liquid-chilling 
packages, etc. 


Automotive maintenance and service equipment. 


Medical equipment including medical instruments; medical 
and hospital appliances and equipment; dental instruments 
and equipment; medical supplies. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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The 18th edition of this popular business aid is now in preparation. 


Status reports on the activity — shipments, employment, major develop- 
ments, trends — for more than 200 industries. Includes year-ahead 
and 5-year forecasts for each. 


A handy compilation of statistics researched and analyzed by 100 


Government business conditions experts. 
Over 500 pages of facts and forecasts for under $10. 
Make sure you get your copy! 


Fill out and mail the coupon below to be notified when the new edition is available. 


Please Send an Order Form for U.S. INDUSTRIAL OUTLOOK-1978 to: 


Name 
Firm 
Street 


0 ae a 


Mail to: Office of the Ombudsman 
Room 3800 
U.S. Department of Commerce 
Washington, D.C. 20230 





